A Critical Analysis of Foreign Direct Investment Inflows in India  by Teli, R.B.
 Procedia - Social and Behavioral Sciences  133 ( 2014 )  447 – 455 
Available online at www.sciencedirect.com
1877-0428 © 2014 The Authors. Published by Elsevier Ltd. Open access under CC BY-NC-ND license. 




A critical analysis of foreign direct investment inflows in India 
R.B. Teli*
Shivraj College, Gadhinglaj, Dist. Kolhapur – 416502, India 
Abstract 
Historically, India has followed an extremely cautious approach but after economic reforms in 1991, India has liberalized its 
foreign policy and took series of measures to attract FDI. As per UN report, India is an investment hub after China and USA for 
major global companies.  The present study is based on secondary data and period of the study is from 1991 to 2012. Total FDI 
inflows have been raised from US $ 133 Millions in 1991-92 to US $ 27841 Millions in the year 2008-09 and the share of direct 
foreign investment through approvals in equity etc. stood at 65.79% and that of portfolio investment was 34.21%.  Projections 
show that total FDI inflows will be US $ 46098 Millions in 2015-16. Mauritius and Singapore tops in FDI inflows and the FDI 
inflows in service sector were in highest position. They have positive impact on the related economic indicators on Indian 
Economy. GOI should attract more FDI through favourable policies and avoid uncertainties. 
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1. Introduction 
Foreign Direct Investment (FDI) is an investment directly into production and services in a country by a company 
located in another country, either by buying a company or by expanding business in that country. It is an  another 
mode of doing business in a foreign country (P Subba Rao 2009). Foreigners may subscribe to shares and debentures 
of another country’s concerns.  Foreigners may subscribe to shares and debentures of another country’s concerns. 
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Basically, total FDI includes a) Foreign direct investment- which includes the share of investment in equity through 
SIA / FIPB, RBI, NRI, acquisition of shares of Indian companies by NRIs under FEMA, equity capital of 
unincorporated bodies and other capital. and b) Foreign portfolio investment-which consists of Global Depository 
Receipts (GDR), American Depository Receipts (ADR),Foreign Institutional Investors (FIIs),offshore funds and 
others. FDI introduces modern technologies, transfers knowledge, skill, provides access to export markets along with 
investment and managerial expertise. It provides the much needed foreign exchange to help reduce the deficit of 
balance of trade. When foreign enterprises enter into competition with local firms, the latter are forced to improve 
their technology, quality and management. FDI is treated as an important mechanism for channelizing transfer of 
capital and technology and thus perceived to be a potent factor in promoting economic growth in host countries. 
Moreover, MNCs consider FDI as an important mean to reorganize their production activities across borders in 
accordance with their corporate strategies and the competitive advantage of host countries (RBI Bulletin 2012). 
Historically, India has followed very cautious and selective approach regarding foreign capital, but after 
economic reforms in 1991, it has liberalized the foreign direct investment (FDI) Policy.  Number of measures were 
undertaken to promote FDI , Thus Government of India (GOI) has been succeeded in attracting more FDI in India. 
From the year 1991-1992 to 2011-12, India has fetched 4,26,318 US $ million FDI inflows (considering estimates 
made by RBI for the year 2010 to 2012). According to UN report, India is the third most favored destination for 
investment after China and the US for major global companies. The report further expects that foreign investment in 
India could increase by more than 20% in 2012-1213. India needs foreign capital due to inadequate domestic capital 
and also for economic development.  FDI is generally known to be the most stable component of capital flows 
needed to finance the current account deficit. India has become an investment hub over last decade. The major areas 
of FDIs are- oil, mining, coal and gas, banking, insurance, transportation, finance, manufacturing, retailing etc. FDI 
is significant to India as an engine of growth. 
 
2. Review of literature 
Andersen P.S and Hainaut P. (2004) in their paper “Foreign Direct Investment and Employment in the Industrial 
Countries” point out that while looking for evidence regarding a possible relationship between foreign direct 
investment and employment, in particular between outflows and employment in the source countries in response to 
outflows. They also find that high labour costs encourage outflows and discourage inflows and that such effect can 
be reinforced by exchange rate movements. The distribution of FDI towards services also suggests that a large 
proportion of foreign investment is undertaken with the purpose of expanding sales and improving the distribution 
of exports produced in the source countries. According to this study the principle determinants of FDI flows are 
prior trade patterns, IT related investments and the scopes for cross – border mergers and acquisitions. Finally, the 
authors find clear evidence that outflows complement rather than substitute for exports and thus help to protect 
rather than destroy jobs. 
John Andreas (2004) in his work “The Effects of FDI Inflows on Host Country Economic Growth” discusses the 
potential of FDI inflows to affect host country economic growth. The paper argues that FDI should have a positive 
effect on economic growth as a result of technology spillovers and physical capital inflows. Performing both cross – 
section and panel data analysis on a dataset covering 90 countries during the period 1980 to 2002, the empirical part 
of the paper finds indications that FDI inflows enhance economic Growth in developing economies but not in 
developed economies. This paper has assumed that the direction of causality goes from inflow of FDI to host 
country economic growth. However, economic growth could itself cause an increase in FDI inflows. Economic 
growth increases the size of the host country market and strengthens the incentives for market seeking FDI. This 
could result in a situation where FDI and economic growth are mutually supporting. However, for the ease of most 
of the developing economies growth is unlikely to result in market – seeking FDI due to the low income levels. 
Therefore, causality is primarily expected to run from FDI inflows to economic growth for these economies. 
Klaus E Meyer (2005) in his paper “Foreign Direct investment in Emerging Economies” focuses on the impact 
of FDI on host economies and on policy and managerial implications arising from this (potential) impact. The study 
finds out that as emerging economies integrate into the global economies international trade and investment will 
continue to accelerate. MNEs will continue to act as pivotal interface between domestic and international markets 
and their relative importance may even increase further. The extensive and variety interaction of MNEs with their 
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host societies may tempt policy makers to micro – manage inwards foreign investment and to target their 
instruments at attracting very specific types of projects. Yet, the potential impact is hard to evaluate ex ante (or even 
ex post) and it is not clear if policy instruments would be effective in attracting specifically the investors that would 
generate the desired impact. The study concluded that the first priority should be on enhancing the general 
institutional framework such as to enhance the efficiency of markets, the effectiveness of the public sector 
administration and the availability of infrastructure. On that basis, then, carefully designed but flexible schemes of 
promoting new industries may further enhance the chances of developing internationally competitive business 
clusters. 
While favourable privatization strategies enhanced FDI flows into advanced countries. The reluctance to accept 
foreign investors’ involvement in privatization plans was still regarded as a major handicap hindering FDI flows into 
another countries. With respect to absorbing FDI, Central Europe has been partially successful , but the situation is 
expected to improve in the near future .FDI has always been a subject of intense debate. About a decade back FDI 
was not easily welcomed by developing countries. Developed countries have been experiencing inflow but in recent 
time there is sudden increase in the level of the FDI inflow. The cause and the consequences of the FDI inflow 
indicates that large part of economic growth of developed countries is attributed to level of FDI inflow as in case of 
South Korea, Hongkong and other and their high per capita income is attributed to high level of FDI inflows. Some 
of the factors which can be attributed to inflow of FDI to developing countries are-Demand for FDI due to drying up 
of domestic savings, Surplus generated by TNCs’ need the markets for investment, new products and technologies, 
Need for the access and control over the latest technologies by developing countries, Control over the markets of 
developing countries by TNCs. ( Danage and Phalatankar,2012). 
  
3.  FDI policy in India 
In the pre-liberalization period, India had followed an extremely cautious and selective approach while 
formulating FDI policy. The historical background of FDI in India can be traced back with the establishment of East 
India Company of Britain. British capital came to India during the colonial era. Before independence, major FDI 
came from the British companies. After second world war, Japanese companies entered in the Indian Market. After 
independence, issues relating to foreign capital, MNCs, gained attention of policy makers. The industrial policy of 
1965, allowed MNCs to venture through technical collaboration in India. The govt. has provided many incentives 
such as tax concessions, simplified licensing etc to boost the FDI inflows. In fact, in the early nineties, Indian 
economy faced severe balance of payment crisis. India was left with that much amount of foreign exchange reserves 
which can finance its three weeks of imports. In this critical face of Indian economy, economic reforms were made 
in 1991 and India opened its doors of FDI inflows and adopted a more liberal foreign policy to restore the 
confidence of foreign investors (Sapana Honda 2011). 
A series of measures that were directed towards liberalizing foreign investment included the following-  
i) Introduction of duel route of approval of FDI : RBI’s automatic route and Governments approval route through 
Foreign Investment Promotion Board (FIPB) and Secretariat for Industrial Assistance (SIA)  
ii)  Automatic permission for technology agreements in high priority industries  and liberalization of technology 
imports  
iii)  Permission to NRIs and Overseas Corporate Bodies to invest up to 100% in high priorities sectors.  
iv)  Hike in the foreign equity holding limits to 51% and liberalization of the use of foreign brands  name . 
v)  Signing of the convention of multilateral investment guarantee agency for protection of foreign investments. 
These efforts were boosted by the enactment of Foreign Exchange Management Act. 1999, that replaced the 
Foreign Exchange Regulation Act. 1973. This along with the sequential financial sector reforms paved way for 
greater capital account liberalization in India. GOI announced significant measures like 100% FDI in business 
to business ( B2B),  airports, e-commerce, power sector, oil refining. Manufacturing activities in all SEZs can 
have 100% Automatic route except for arms, explosives, allied defence equipments, narcotics etc. ( P Subba 
Rao  2009 ).   
vi)    On 20th Sept. 2012, Government of India (GOI) has taken a final decision and opened 51%  FDI in multi-brand 
retail sector. Foreign Retailers are permitted to set up malls only in cities with minimum population of 10 
lakhs. There should be minimum investment of $ 100 million and 50% of the investment should be in backend 
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infra structure. There only 53 cities with population more than 10 lakhs. It is observed that more than 100 of 
Fortune 500 companies are investing India. China allowed FDI and benefited a lot in regard to foreign capital 
and global market share. Due to adoption of liberal policies, FDI in India showed positive growth trend and 
FDI in multi-brand retail will bring various benefits. On the contrary, Kirana shops in major cities will affect 
negatively and they may be converted from shopkeeper to doorkeepers.(Teli,2012). 
     
4. Objectives of the study 
a) To make analysis of the growth and trends and patterns of FDI inflow in India. 
b) To study impact of FDI on economic indicators in India. 
c) To make projections of FDI in India and make necessary suggestions. 
        
 5. Hypothesis of the study 
 
     a) FDI inflows show a positive growth trend over the period from 1991 to 2012. 
     b) Impact of FDI on selected economic indicators is positive. 
5. Methodology 
The present study is  purely based on secondary data. It has been collected from various sources- World 
Investment Reports (WIR), UNCTAD, RBI bulletins, websites etc. The period of the study is from 1991 to 2012.  
In order to make analysis of the collected data , percentage and statistical tools have been used. For calculating 
projected values of FDIs, the least square method has been used. The equation of a straight line is as under- 
 Y  =  a + bx 
 Where   Y  = dependent variable 
                        a  =  intercept 
                        b  =  slop 
                        x  =  independent variable (time). 
Here, y = total FDI inflows and  
X = time  
The normal equations are -- 
∑ y = n a +b ∑x 
∑ xy = a ∑x+ b∑x2 
Here, the main object lies in estimating.  
6. Results and discussion 
Table No. 7.1 depicts gross inflows of FDI in India from 1991 to 2012. Foreign direct investment was only 129 
US $ million in the year 1991 -92, which raised to 3557 US $ million in the year 1997-98, but declined gradually to 
2155 US $ million in 1999-2000. FDI inflows during 2000-2001 have been encouraging. The FDI inflows raised 
from 6130 US $ million in the year 2001-02 to 46553 US $ Million in 2011-12. The significant increase in FDI 
inflows to India reflected the impact of liberalization of the economy, and gradual opening up of the capital account. 
FDI inflows include the share of investment in equity through SIA / FIPB, RBI, NRI, acquisition of shares of Indian 
companies by NRIs under FEMA, equity capital of unincorporated bodies and other capital, which stood at 63 % of 
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Table No. 7.1- Gross inflows of foreign Investment in India from 1991 to 2011 
                                                                                       Amount in US $Millions 
 
  (Source – RBI bulletins), P- provisional 
 
In the table no. 7.1,the total FDI inflows is nothing but the direct foreign investment added to foreign portfolio 
investment. As per Table No. 7.1, the portfolio investment was only 4 US $ million in 1991-92 raised to 3824 $ 
million in 1994-95 but declined in the year 1997-98 showing -61 US $ million. Further it rose to 3026 US $ Million 
in 1999-2000.  This investment increased to 27,434 US $ Million in 2007-08 but declined to 14032 US $ million in 
2008-09, it is expected to come to 17171 US $ million in 2011-12.  
Total FDI inflow rose from 133 US $ million in 1991-92 to 62277 US $ million in 2007-08 but declined to 
27841 US $ million in 27841 in 2008-09 due to global crisis, though again it moderated and raised to 70141 $ 
million in 2011 and 63724 $ million in 2012.  
Net portfolio investment’s share in total inflows stood at 37% . It is observed that in 2000-2001, the definition of 
FDI has been enlarged, to make it internationally comparable. Because of this, the FDI has boosted after 2001. Total 
gross inflows of FDI stood at 426318 US $ Millons during the period from 1991-92 to 2011-12. 
Year Direct Foreign Investment   Foreign Portfolio investment Total FI Inflows 
1991-92 129 4 133 
1992-93 315 244 559 
1993-94 586 3567 4153 
1994-95 1314 3824 5138 
1995-96 2144 2748 4892 
1996-97 2821 3312 6133 
1997-98 3557 1824 5385 
1998-99 2462 -61 2401 
1999-00 2155 3026 5181 
2000-01 4029 2760 6789 
2001-02 6130 2021 8151 
2002-03 5035 979 6014 
2003-04 4322 11377 15699 
2004-05 6051 9291 15342 
2005-06 8961 12492 21453 
2006-07 22826 6947 29773 
2007-08 34843 27434 62277 
2008-09  41873 -14032 27841 
2009-10 (P) 37745 32396 70141 
2010-11(P) 34847 30292 65139 
2011-12(P) 46553 17171 63724 
Total 268698 157620 426318 
% 63 % 37 % 100 % 
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                                      Table No. 7.2 Showing projections of Foreign Investment in India.   
Amount in US $ Million 
 
                                  (Source- Calculated from table no. 1 using equation Y=a+bx ) 
 
From Table No 7.2 It can be observed that direct investment and foreign portfolio investment have projected to 
be raised making total inflows to 65570 US $ Millions at the end of the year 2016. 
 
Table No. 7.3 Showing share of TOP investing countries FDI Equity inflows from April 2000- May 2012 
 
Ranks Country % of total inflow 
1 Mauritius  38 
2 Singapore  10 
3 UK 9 
4 Japan  7 
5 U.S.A. 6 
6 Netherlands 4 
7 Cyprus  4 
8 Germany 3 
9 France 2 
10 UAE 1 
                                                    (Source  :  RBI bulletins)  
 
As per Table No. 7.3,  in respect of share of top investing countries in FDI equity inflows, it is found that 
Mauritius and Singapore had 48% cumulative inflows for the period from 2000-2012, followed by UK’s share at 
9%, Japan  7%, USA  6% Netherland  4%, Cyprus  4% Germany  3%, France 2% and UAE 1% respectively . 







   2012-13         36940     18930         55870 
   2013-14         39135     19968         59103 
   2014-15         41330     21007         62337 
   2015-16         43525     22045         65570 
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Table  No.7.4. Sectors attracting highest FDI Equity inflows (Period from April 2000-2012) 
 
Ranks Country % of total inflow 
1 Service sector 20 
2 Telecom communications 8 
3 Construction activities 7 
4 Computer software and Hardware 7 
5 Housing and real estate 7 
6 Drugs and  Pharma 6 
7 Power 4 
8 Automobile Inustries. 4 
9 Metallurgical Industries 4 
10 Petroleum & natural gas 2 
(Source :  RBI bulletins) 
 
Table No. 7.4 shows that out of cumulative inflows from April 2000 to Feb. 2012 (i.e.   1,62,185 US $ million), 
service sector tops in attracting highest FDI equity inflows, followed by telecommunications and other sectors.  
 
            Table No. 7.5 FDI Inflows and Related  Economic Indicators in India  
                                                                                                                                     Amount in Rs. crores 
               Years  FDI inflows GDP at factor cost  Total Trade            Foreign Ex.  
       Reserves 
 1991-92  409 1099072 91892 23850 
 1992-93  1094 1158025 117063 30744 
 1993-94  2018 1223816 142852 60420 
 1994-95    4312 1302076 172645 79781                  
 1995-96  6916 1396974 229031       74384 
 1996-97   9654 1508378 257737 94932 
 1997-98  13548 1573263 284276 115905 
 1998-99  12343 1678410 318084 138005 
 1999-00  10311 1786525 374797 165913 
 2000-01  10368 1864301 434444 197204 
 2001-02  18486 1972606 454218 264036 
 2002-03  13711 2048286 552343 361470 
 2003-04  11789 2222758 652475 490129 
 2004-05  14653 2388768 876405 619116 
 2005-06  24613 2616101 1116827 676387 
 2006-07  70630 2871120 1412285 868222 
 2007-08  98664 3129717 1668176 1237985 
 2008-09  123025 3339375 2072438 1283865 
            ACGR 50.78 6.77     20.37                       27.95 
   
                 Source: Various issues of SIA Bulletins and RBI Bulletin , Shinde & Herekar,2012. 
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                                                           Table No. 7.6 Results of Correlation Analysis 
 
Variables Karl Pearson’s Correlation Coefficient ( r )  
 
FDI Inflows and GDP at factor cost 0.8663 
FDI inflows and Total Trade    0.9411 
FDI inflows and Foreign Exch. Reserves 0.9243 
 
Table no. 7.5 only establishes the relation between FDI inflows and other economic indicators during the period 
from 1991-92 to 2008-09. The figures are incorporated from various issues of SIA bulletins and RBI bulletins to see 
the correlation between FDI inflows and other indicators.  The base year to find out annual compound growth rate is 
1991-92. 
Table No.7.5  and 7.6  indicate that there is a very high correlation between the FDI inflows and the other related 
performance indicators.  
7. Some important observations 
 While assessing literature and data on FDI policies and FDI trends, patterns, it has been observed that –  
x The share of India in FDI, when compared with China, Brazil, Mexico etc. is very low.  
x FDI in the form of portfolio investment created speculative trading in shares, which affected small investors.  
x Even in the recent global crisis, FDI inflows did not show as much moderation as was the case at the global 
level and in other emerging economies.  
x The sectoral caps are lower in China than in India. China permits 100% FDI in agriculture while prohibits FDI 
in media. In India 100% ownership is allowed in mining, oil, gas, electricity, healthcare and waste 
management, while agriculture sector and forestry’s cap is at 50%, and  banking (87%), insurance (26%), 
media (63%) . 
x In recent past, India’s regulatory policies like procedural delays, complex rules, obligations have played a role 
in not investing in India. The uncertainty in policymakers might have led to unfriendly business environment in 
India.  
x Commerce and Industry Minister Anand Sharma said that the country would be attracting more FDI in this 
fiscal. Further, the decision to accept FDI from Pakistan was taken in April 2012. Turning India’s decision to 
allow 100% FDI in single-brand retail as a revolution, several Italy companies have shown interest in setting 
stores of fashion, textile in India. Hon. Anand Sharma said (21/1/2011) that in the next 5 years, we are aiming 
to have $ 250 billion FDI coming into India.  
x As per RBI study group, from the sectoral perspective, FDI in India mainly flowed into service sector (41%), 
followed by manufacturing (23%), however the share of services declined over the years from almost 57% in 
2006-07 to about 30% in 2011, while the share of manufacturing and other’s largely comprising electricity & 
other power generation increased over the same period. 
x BJP and West Bengal Chief Minister Mamata Banerjee have expressed their strong opposition to FDI in multi-
brand retail in India. They want to safeguard the interest of poor farmers and retails. It is being said that the 
result will be shutter down to small retails. Due to entry of big retailers and Wal Mart retail Inc., Indian 
retailers will face tough competition and they will become jobless. More than 20 crore people are trading on 
footpath without having fixed shop (Adv M.L. Sharma) in vegetable markets across the country. The 
notification relating to FDI in MBR on 20/9/2011 would hit the life of crores of citizens in India, who are in 
retail. (Hindu 2012), FDI in Thailand closed 67% Kirana Shops.  Jayanti Ghost ,economists estimates that one 
Wal Mart store would replace 1400 small traders and at the cost of 5000 jobs. Jose, Goa (Economic Times, 
Sept, 2012) said that “Money made by small retailers stays in India and profits from FDI flows out of India”. 
The overall retail market is expected to grow at CAGR of about 11 to 13% by 2020-21 with the organized 
retail market expanding at 21-24% Total retailing in India was 20850 billion INR and the share of unorganized 
retail was 93%. It can be seen that huge amount of profit will go to foreign countries due to FDI in retail sector. 
Further import will rise due to procurement from international players in retail. 
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x India is the second largest producer of fruits and vegetables in the world, but almost 30% of these go waste for 
want of storage and processing facilities. FDI in retail will be most effective in countries development.Anand 
Sharma, Commerce and Industry Minister said that (TOI, 2011), ‘In excess of 4 million jobs will be created 
and the logistics anywhere between 5 to 6 million jobs over a period of 3 years in total. FDI in retail will create 
10 million jobs in Indian market. Indian economy is growing at the rate of 8% per year, which makes retail 
sector highly profitable to foreign investors. FDI in retail has been cherished by WalMart (USA), Tesco (UK) 
Metro (Germany) and Carrefoure (France). It has  been recognized that retail destination is most profitable in 
India next to China and Dubai.  Today farmers get only 10% to 15% of the price the consumers pay. There is a 
huge chain of middlemen, and farmers have no storage facilities, adequate finance etc, Thus, we need to 
improve agricultural marketing and  ultimately benefits of farmers. Procurement of raw materials from farmers 
will be benefited. Contract farming will enhance the agricultural productivity. Storage facilities will reduce 
wastage problems. China, Brazil, Argentina, Singapore, Chile, Thailand, Russia, Indonesia have allowed 100% 
FDIs in retails. But we have opened it 51% with checks. 
 
8. Conclusions 
It is found that FDI inflows in India show positive trend over the period under study. Gross inflows of FDI 
include 63% share of direct investment in equity and 37% share of portfolio investment. FDI increased due to 
adoption of more liberal foreign policy and series of measures are undertaken by GOI. It is observed that Mauritius 
and Singapur had 48% cumulative inflows of FDI. While, studying sectoral perspective, it is found that service 
sector tops in attracting highest FDI in equity inflows ,followed by manufacturing sector. Even in recent global 
crisis, FDI inflows showed increasing trend. FDI is expected to grow in coming years. It was hypothecated that , the 
FDI inflows show positive growth trend during the period from 1991-92 to 2011-12’. From the above data analysis 
and discussion this hypothesis has to be accepted. Correlation analysis results indicated that there is a very high 
correlation between the FDI inflows and the other related economic  indicators as it was hypothecated. Opening FDI 
in multi-brand retailing has mixed consequences on retail in India. 
9. Suggestions  
FDI in India will bring various benefits like advancement of knowledge, skill, technology, exports, employment 
and management. But MNCs may create forex drain from India. Indian companies will face stiff competition from 
foreign companies.  Thus, while allowing different sectors like multi-brand retailing, GOI should have to take a 
cautious steps.FDI in retail would expose the retail traders in domestic markets to unfair competition and thereby 
eventually leading to job losses. A balanced and objective view needs to be taken in this regard, Foreign investment 
in portfolio may be withdrawn at any time. Therefore GOI should stress to attract more equity investments. Further 
the regulatory policies should be made favorable and policymakers  should avoid uncertainties for boosting FDI in 
India and ultimately to increase GDP, Trade and Foreign reserves. Retailers in India can fight against foreign 
retailers and survive in the competition due to their own merits like- local market, low price, close customer 
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